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Executive Summary

PUBLICATIONS AND REPORTS

MEFSI-II project analysts prepared the publication, Budget Monitoring for January—December 2013,
drawing from the Treasury Department’s preliminary data. The document includes analyses of the
latest State and local budget execution trends and relevant legislative acts approved during the
reporting period.

The Project prepared three monthly monitoring reports on the implementation of the State and local
budgets for the period from November 2013 to January 2014.

MEFSI-II experts prepared an annual publication of Innovative Practices: Local Finance
Management — 2013 Results, which provides illustrations of the results of execution of budget
programs and energy performance projects, and highlights the successful experience of realization
of strategic programs and PPB implementation.

MEFSI-II experts have analyzed the energy expenditures of four selected cities (Slavutych, Luhansk,
Kamyanets'-Podilskyi and Kryvyi Rih).

MEFSI-II experts prepared report on the number of trainings held and the number of specialists who
participated in trainings with a breakdown by gender and by municipal enterprises.

MEFSI-II experts prepared analysis of the Budget Law for the respective year.
MEFSI-II experts prepared Analysis of the changes to the Budget Law.

MEETINGS AND TRAINING

In the reporting period, experts of the MFSI-II Project continued delivering a series of regional PPB
trainings for specialists of the State Treasury Service of Ukraine. The training workshops were held
in the Khmelnytskyi, Kherson, Mykolaiv, Dnipropetrovsk, Ivano-Frankivsk, Sumy, Chernivtsi, and
Poltava oblasts.

According to the Memorandum of Cooperation with the Kyiv City Retraining and Qualifications
Improvement Center, MFSI-II experts conducted an advanced training devoted to practical aspects
of Performance Program Budgeting on 20 February 2014. The training participants were
familiarized with changes in the PPB legislation, special conditions in the formulation of budget
program passports, and implementation of a comparative analysis of budget program performance.

MEFSI-II experts delivered a Budget Process in Ukraine workshop on 20 March 2014. Attendees
included representatives of 16 non-governmental and public organizations, as well as independent
experts. The workshop focused on the way the budget system works in Ukraine. Due to the
complexities of the legislation, the general public and “non-experts in the budget process” have
insufficient knowledge of the budget process in Ukraine.

27 March 2014 IBSER took part in a roundtable discussion on the Results of Executing the Stryi
District 2013 Performance Program Budget, which was held in the city of Stryi, Lviv Oblast. The
roundtable was attended by representatives of the district’s key spending units and NGOs.

On 31 March 2014, MFSI-II experts delivered the training workshop Effective Planning and
Evaluation, Including Those for Energy Performance Projects, as the Guarantee for Achievement of
Strategic Objectives. The event was attended by the representatives of municipal utilities and
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executive committees of the city councils, which participate in the Project, namely from Kyiv,
Lutsk, Alchevsk, Ternopil, Myrhorod, and Vinnytsya. In the course of the seminar, the MFSI-II
experts introduced the participants to the proposals for improving the effectiveness of financial
justification of strategic documents by municipal utilities in the context of city development
priorities, and familiarized them with the methodology of monitoring and evaluation of energy
performance projects.

DRAFT AMENDMENTS AND RECOMMENDATIONS

e Following a comparative analysis of efficiency of budget programs based on the 2013 reporting data
and thanks to collaboration with the Department of Finance at the Kyiv City State Administration,
the MFSI-II experts have prepared another set of proposals to improve the methodology of
comparative analysis of efficiency of budget programs. Those proposals will be considered at the
next meeting of the National Advisory Board.

e Based on the analysis findings the energy expenditures of four selected cities (Slavutych, Luhansk,
Kamyanets'-Podilskyi and Kryvyi Rih), the MFSI-II experts have developed recommendations for
the Project cities.

e The MFSI-II Project experts provided recommendations for improving strategic planning in the
context of city development priorities and a more realistic financial justification for the Lviv City
Comprehensive Development Strategy for the years 2012-2025, Program of Reconstruction and
Modernization of Lviv Heating Facilities, Plan of Lviv City Sustainable Energy Development until
2020, and Strategic Development Program of the Lvivteploenergo Lviv Municipal Heating Utility
until the year 2016.
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List of major activities for the next quarter

PUBLICATIONS AND REPORTS

IBSER will prepare three monthly monitoring reports on the implementation of the State and local
budgets for the period from February 2014 to April 2014.

MEFSI-II experts will update the system for monitoring energy-related budget expenditures for the
four selected cities.

MEFSI-II experts will represent the Updating Recommendations on financial incentives to promote
the establishment of an effective energy savings system in the public sector at a session of the
Financial and Economic Forum

MEFSI-II experts will provide consultations on Recommendations on financial incentives to promote
the establishment of an effective energy savings system in the public sector, including for
development of budget programs and individual investment projects.

MFSI-IT experts will provide consultations to the staff of municipal enterprises on using the
methodology of Planning and evaluation efficiency, including those of energy saving projects,
as a guarantee of achievement of strategic objectives.

By the end of the next quarter, MFSI-II experts plan to prepare the Budget Monitoring for January-
March 2014.

MEFSI-II experts will prepare analysis of the Budget Declaration for the next year.

MEETINGS AND TRAINING

A National Advisory Board meeting is scheduled for May 2014.

Preparation and organization of Financial-Economic Forum in June 2014.

IBSER will provide organizational support to the Ministry of Finance Intergovernmental Working
Group and organize its meeting in May 2014.

As per the schedule approved by the Ministry of Finance in August 2013, MFSI-II experts will
continue to conduct PPB training sessions to support the introduction of PPB at the local level.
MEFSI-II experts and the Ministry of Finance of Ukraine will continue working together to
implement the PPB method at the local budget level.

DRAFT AMENDMENTS AND RECOMMENDATIONS

MEFSI-II experts will prepare proposals for improving the existing reporting forms, as well as new
forms for the treasury servicing of PPB-based budgets.
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Key Milestones and Major Deliverables Summary

Objective A: Provide legislative, methodological and organizational support to central and local
government bodies to expand PPB to all local budgets in Ukraine

e Proposals for improving the methods of monitoring and evaluation of performance of the local PPB-
based budget programs developed

Timeline: January — March 2014

e Proposals that amend the regulatory and legislative framework as needed to complete PPB
implementation for district budgets developed

Timeline: October 2013 — September 2014

e Report on the number of trainings held and the number of participants attending the trainings with a
breakdown by sex
Timeline: October — December 2013 and July — September 2014

e Annual experiment progress reports
Timeline: March 2014

e Analysis of the Budget Law for the respective year
Timeline: January 2014

e Analysis of the changes to the Budget Law
Timeline: March 2014

Sub-objective A.1: Ensure institutional sustainability of the PPB training program(s).

e Report on the number of trainings held and the number of participants attending the trainings with a
breakdown by gender

Timeline: February 20, 2014

Objective B: Develop and introduce financial practices that foster energy efficiency in 15 selected
cities.

e System for monitoring energy-related budget expenditures for the four selected cities
Timeline: April — June 2014
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e Recommendations on financial incentives to promote the establishment of an effective energy
savings system in the public sector are presented at a session of the Financial and Economic Forum

Timeline: June 2014

e Consultations on system implementation provided to the cities, including for development of budget
programs and individual investment projects
Timeline: April — September 2014

e Consultations to the staff of municipal enterprises on using the methodology provided
Timeline: January — September 2014

Objective C: Enhance public awareness of the public budgeting process, revenues and expenditures

e Monthly monitoring of national and local budget implementations
Timeline: second week of every month

e Monitoring of the budget and fiscal impacts on local budgets in form of a full-scale analysis of the
budget process
Timeline: March 31, 2014

e Preparation of Electronic bulletin
Timeline: January, 2014

e Publication «Innovative Practices of the Local Finance Management»
Timeline: March, 2014

e Support the holding of separate information public events in partner cities
Timeline: March 27, 2014

e Training on budget issues for NGOs
Timeline: March 20, 2014
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Tasks and Subtasks

Objective A: Provide legislative, methodological and organizational support to
central and local government bodies to expand PPB to all local budgets in
Ukraine

Task 1.1: Provide assistance to the GOU (Ministry of Finance, State Treasury of Ukraine,
local finance departments, key spending units, specifically) in conducting state-supported
pilot programs on Performance Program Budgeting (PPB) and their implementation in
local budgets in Ukraine

Sub-task 1.1.1: Develop and formalize system to monitor and evaluate execution of local budget
programs for all local government functions

In 2011, IBSER developed the draft methodology for monitoring and evaluating the efficiency of
budget program performance. The said proposals were considered at a meeting of the NAB on December
28, 2011, which was attended by members of Parliament, experts of the Verkhovna Rada Budget
Committee and other parliamentary committees, Ministry of Finance, and local governments.

The revised methodology was submitted in January 2012 to the Ministry of Finance. The Ministry of
Finance of Ukraine forwarded the formula-based methodology developed by IBSER to all participants of
the national experiment of PPB implementation under its letter No.31-05010-14-8/4651 dated
13 February 2013.

MEFSI-II experts have piloted the methodology of comparative analysis of budget programs based on
reporting data of local budgets. More than 750 budget programs of oblast, raion, and city budgets
executed in 2012 passed through this evaluation. The results were presented by MFSI-II experts at a joint
meeting of the Interdepartmental Working Group and the National Advisory Board on effective
management of public finance, which took place on 25 June 2013.

The work is currently in progress to finalize and improve the methodology.

During the third year of implementation, MFSI-II will conduct a comparative efficiency analysis of
budget programs based on the reporting data of local budgets. Based on the results of the conducted work,
proposals will be prepared to improve the methodology of comparative efficiency analysis of budget
programs.

Deliverable: Report on the results of the monitoring and evaluation of the performance of PPB-based
budget programs
Timeline: March 2014

MFSI-II experts have tested the updated methodology of comparative analysis of efficiency of budget
programs based on the Zhytomyr city budget reporting data. More than 80 budget programs, which were
implemented in 2013, have passed through the evaluation. The testing results have made it possible to
prepare new proposals for improving the methodology of comparative analysis of efficiency of budget
programs.

See folder “Deliverables”
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Deliverable: Proposals for improving the methods of monitoring and evaluation of performance of the
local PPB-based budget programs
Timeline: January — March 2014

As the result of conducting a comparative analysis based on the 2013 reporting data and thanks to
cooperation with the Department of Finance at the Kyiv City State Administration, the MFSI-II experts
have prepared their next proposals for improving the methodology of comparative analysis of efficiency
of budget programs. Those proposals will be considered at the next regular meeting of the National
Advisory Board.

See folder “Deliverables”

Sub-task 1.1.2: Complete the legislative, regulatory and methodological framework taking into account
the specifics of PPB implementation at various levels of local budgeting

In 2011-2012, the Government of Ukraine reviewed proposals prepared by MFSI-II experts for
amending the Principal Normative-Legal Act, which regulates the use of PPB methodology at the local
level. These proposals are reflected in amendments to the Ministry of Finance (MOF) Order No.679 "On
Certain Issues of Conducting an Experiment of Implementation of the Performance Program Budgeting
Method of Formulation and Execution of Local Budgets" dated 8 June 2012, No.690, and dated 26
November 2012, No.1221, and registered by the Ministry of Justice of Ukraine.

MFSI-II experts have prepared and submitted to MOF the amendments to MOF Order of 14 February
2012, No. 97 "On Approving the Structure of the Code of Program Classification of Expenditures and
Crediting of Local Budgets and the Codifier of Numbering of Standard Lists of Local Budget Programs.”
The amendments were approved by MOF orders of 4 October 2011, No.1249, of 15 October 2012,
No.1101, and of 20 December 2012, No.1386.

MEFSI-II experts have reviewed the existing regulatory and legislative framework required for PPB
implementation in local budgets and prepared proposals for its improvement. These proposals were
submitted for consideration of the participants in the meeting of the National Advisory Board (NAB) on
effective public finance management, which was held on 4 October 2013. The participants have supported
every proposal made by the MFSI-II Project.

Amendments have been enacted to the Standard lists of budget programs and performance indicators
for the delegated functions in the departments of Public Administration, Social Protection and Social
Security, Social Protection of Family and Children, and Physical Culture and Sport, as well as similar
provisions for the disbursement of expenditures for the implementation of own functions of local budgets.
These amendments have been approved by orders of the Ministry of Finance and line ministries
(No.1116/673 of 24 October 2012; No. 1060/630 of 8 October 2012; No.1202/1291 of 19 November
2012; No. 1035 of 27 September 2012; and No.35/41 of 22 January 2013). In addition, the experts
provided their proposals to modify the Standard lists of budget programs and the performance indicators
for the expenditures in the departments of youth and culture. The issued orders incorporate all the
proposals made by MFSI-II experts with regard to reducing the number of budget programs and their
performance indicators.

MEFSI-II experts developed a standard program classification of expenditures and crediting of local
budgets and a comparative table of its correspondence to the existing provisional classification of
expenditures and crediting of local budgets. New approaches to program classification of local budgets
were approved at a joint meeting of the Task Force on Interbudgetary Relations Reform and the National
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Advisory Board on Effective Management of Public Finance, held on 25 June 2013. The meeting
participants recommended modifications to all documents used in the budget process. The amendments
were approved by the MOF order No.705 of 26 July 2013.

Experts of the MFSI-II Project suggested a full-scale implementation of PPB methodology when
formulating the budget programs aimed at improving the environmental situation in the regions and
health of the population. To this end, the MFSI-II experts developed performance indicators which will
evaluate the impact of budget programs on atmospheric air, water resources, green plantations, forestry,
land reclamation, conservation of the natural and reserve fund, health of the population, etc. These
indicators were discussed on 4 October 2013 at a meeting of the National Advisory Board (NAB) on
Effective Public Finance Management, were further reviewed by the Interdepartmental Working Group,
and later entered into a supervised directive of the Ministry of Finance.

In order to implement the State support of the PPB methodology for all oblast, rayon and oblast-
significant municipal budgets during the third year of implementation, IBSER will:

e assist in developing proposals that amend the regulatory and legislative framework as needed to
complete PPB implementation for the budgets of associations of territorial communities, which will
be established according to legislation;

e help Ministry of Finance of Ukraine develop proposals that amend the regulatory and legislative
framework as needed to complete PPB implementation for the budgets of associations of territorial
communities, which will be established according to legislation; and

e prepare draft amendments to the joint orders of MOF and line ministries that approve the standard
lists of budget programs and their performance indicators for all functions of local budgets.

Deliverable: Proposals that amend the regulatory and legislative framework as needed to complete PPB
implementation for the budgets of associations of territorial communities, which will be established

according to legislation developed
Timeline: October 2013 — September 2014

MEFSI-II experts are continuing their work of improving the regulatory and legislative framework,
which regulates implementation of Performance Program Budgeting for local budgets. The amendments
are intended to ensure common approaches to a full-fledged transition to PPB of local budgets at all
levels.

PPB-based planning of local budgets as the main and only method of budget planning and execution
(rather than a pilot method) will start in 2014. Therefore, the effective documents will need to be
developed, the procedures changed, and the rules of applying the PPB method must be implemented on a
regular basis rather than as an experiment. Work has started to prepare changes to one of the key
regulations of the Ministry of Finance, which stipulates the rules and procedure of PPB budgeting at the
local level (MOF Order No.679 of 9 July 2013). The order approved the document forms to be used in the
process of PPB-based formation and execution of local budgets, rules for compiling these forms, as well
as the guidelines for participation of responsible implementers of budget programs in the budget process.

Accomplished (see “Quarterly Report 01 October — 31 December, 2013”)

MEFSI-II experts continue their work of amending the regulations, which will provide for a full-
fledged implementation of PPB budgeting for local budgets. The amendments should provide common
approaches to the formation and execution of budgets at all levels and, in particular, to generation of
reliable consolidated reports. Working consultations have been held with the specialists from the Ministry
of Finance and the State Treasury Service of Ukraine.
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Deliverables: Drafts amendments to joint orders of the Ministry of Finance and line ministries that
approve standard lists of budget programs and their performance indicators (if needed)
Timeline: October — December 2013

MEFSI-II experts have developed amendments to the Standard Lists of budget programs and their
performance indicators in the Education and Culture departments, approved by joint orders of MOF and
line ministries.

MEFSI-II experts have also developed amendments to the Typical List of performance indicators of
local budget programs for the expenditures disregarded when determining the amount of
intergovernmental transfers. The developed indicators characterize the impact from using the budget
funds on the environment and population health.

The proposals for incorporating the amendments were sent to the Ministry of Finance.

Adoption of the proposed amendments will help reduce the number of budget programs in the
respective departments and optimize their performance indicators.

Accomplished (see “Quarterly Report 01 October — 31 December, 2013”)

Sub-task 1.1.3: Develop formats and procedures for treasury-based services of local budgets to improve
the budget software used by the State Treasury; field-test these products within the local governments
that have been a part of the pilot program

During the first and second years of project implementation, the MFSI-II experts have reviewed the
existing reporting forms on execution of local budgets, which are compiled by the State Treasury of
Ukraine. The analysis has shown that these reports need amending in the context of PPB budgeting,
namely: it is necessary to take into account the special circumstances of execution of local budgets using
the codes of program classification of expenditures and crediting of local budgets.

The special features in generation of reports according to PPB were brought for consideration of the
members of the National Advisory Board on efficient public finance management and approved at the
meeting of 27 April 2012. Based on the results of this work, the IBSER proposals for improving the
reporting forms on execution of local budgets, which are compiled by the State Treasury Service of
Ukraine, have been developed and submitted to the Ministry of Finance of Ukraine.

Proposals of MFSI-II experts were incorporated into the modification of forms of financial and budget
reports on execution of local budgets approved by Order No.14 of the Ministry of Finance of Ukraine
dated 16 January 2013.

The Order of the Ministry of Finance dated 25 November 2012, No. 1126 “On amending the Order of
the Ministry of Finance of Ukraine of 30 January 2012, No. 60" approved amendments to the forms of
budget reports on execution of local budgets, which incorporate the proposals made by MFSI-II experts
with regard to improving the existing reporting forms on execution of local budgets.

IBSER will provide technical support for improving the formats and procedures of treasure servicing
of local budgets. It will support the implementation of the preparatory work needed for introducing the
generation of reports on the execution of local budgets based on the codes of program classification of
expenditures and crediting of local budgets.

Within the third year of implementation, should amendments be made to the PPB methodology for
local budgets, IBSER shall:

e carry out a new review of the existing reports on the execution of local budgets used by the Treasury
and draft proposals with regard to their amendment in the context of PPB.

11



“USAID

KN ﬂ FROM THE AMERICAN PEOPLE

MUNICIPAL FINANCE STRENGTHENING
INITIATIVE (MFSI-Il) ROLL-OUT

e prepare proposals for improving the procedures for the treasury servicing of local budgets. It will
submit proposals with regard to such amendments to the legislative framework that defines Treasury
functions.

e develop proposals for the requirements specification to improve the budget software used by the State
Treasury and assist with its field-testing after installation in the pilot regions.

Deliverables: The proposals for improving the existing reporting forms, as well as new forms for the
treasury servicing of PPB-based budgets developed
Timeline: January — June 2014

In the course of working consultations with the specialists of the Ministry of Finance and State
Treasury Service of Ukraine conducted by MFSI-II experts, the ways were discussed of further
improvement of the local budget execution reporting forms. Taking into account that generation of reports
on execution of local budgets in the PPB format is scheduled to start in 2015, the MFSI-II experts will
present their proposals in the second half of 2014.

Deliverables: The proposals for improving the procedure for the treasury servicing of local budgets
developed. The proposals with regard to amendments to the legislative framework, which defines
Treasury functions developed (if needed)

Timeline: October — December 2013 and July — September 2014

Treasury execution of local budgets in the PPB format will start in 2015. The proposals prepared by
MEFSI-II experts during Year Two of the Project have already been approved.
See “Quarterly Report 01 July 2013 - 30 September 2013

Accomplished (see “Quarterly Report 01 October — 31 December, 2013”)

Deliverables: The proposals for the requirements specification to improve the budget software used by
the State Treasury developed
Timeline: October 2013 — September 2014

The proposals of MFSI-II experts for improving the Treasury servicing of local budgets when using
PPB were discussed at a meeting of the task force at the Ministry of Finance on 25 December 2013. The
meeting participants noted good results from pilot operation of the software by finance departments and
from the State Treasury Service actions aimed at improving the relevant software.

This work would aid local governments in using the PPB methodology for formulating and executing
local budgets, as well as generating transparent budget reports.

Accomplished (see “Quarterly Report 01 October — 31 December, 2013”)

The proposals of MFSI-II experts for improving the budget software have been incorporated when
finalizing development of the software for the Treasury system and finance departments.

Further modifications to the requirement specifications will be developed concurrently with the
proposals for improving the local budget execution reporting forms.
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Sub-task 1.1.4: Prepare and disseminate a PPB hand book

In 2011, MFSI-II experts prepared a Modern Tools of Financial Planning handbook, which contains
the training, normative, and methodological materials needed for learning the methods and applying the
practices of local budget planning based on Performance Program Budgeting. The methodology of
financial justification of strategic documents and principles of financial analysis of investment projects
are provided.

In 2011-2013, MFSI-II experts prepared and updated 3 versions of the Planning of Local Budgets
Based on the Performance Program Budgeting Method handbook, which contains the training, normative,
and methodological materials required for studying the methods and applying the practices of local
budget planning based on the Performance Program Budgeting method. This handbook reflects all the
latest changes in the PPB legislation.

Should any significant changes be made in the methodological framework of Performance Program
Budgeting for local budgets, this publication will be amended accordingly. An updated version of the
Modern Tools of Financial Planning Handbook will be posted on the IBSER website and disseminated
during PPB trainings.

Deliverable: The PPB Handbook improved due to changes in legislation (if needed), disseminated, and
published on the website
Timeline: October — December 2013

In December 2013, MFSI-II experts prepared an updated fifth version of o
the Planning of Local Budgets Based on the Performance Program Budgeting !
Method handbook, which contains the training, normative, and . 2y -
methodological materials required for studying the methods and applying the g 2
practices of local budget planning based on the Performance Program = =

Budgeting method. This handbook reflects all the latest changes in the PPB ﬂ"ﬂ @
legislation. -

An electronic version of this handbook has been prepared for ease of use. &
Its use will help improve the knowledge of local-level specialists about the wicuieano: Ggpmeris K ochos!
modern tools of financial planning. The electronic version of this handbook UL m——
will be disseminated during PPB trainings for local offices of the State
Treasury and local finance departments.

Accomplished (see “Quarterly Report 01 October — 31 December, 2013”)

Sub-task 1.1.5: Assess the need for additional PPB training in those municipalities that participated
previously in the Municipal Budget Reform Project

IBSER will develop a questionnaire and conduct an analytical survey of the municipalities that
participated in the Municipal Budget Reform Project, which will then be used for assessing the status of
using the PPB methodology and the need for conducting special PPB training sessions for such
municipalities (will be conducted within Sub-task 1.1.6).

13



“USAID

KN ﬂ FROM THE AMERICAN PEOPLE

MUNICIPAL FINANCE STRENGTHENING
INITIATIVE (MFSI-Il) ROLL-OUT

Deliverable: An analytical memo describing the results of surveying the municipalities that participated
in the Municipal Budget Reform Project
Timeline: January — March 2014

80 Ukrainian cities participated in the Municipal Budget Reform Project. According to the MOF
Order #805 of 2 August 2010 "On Approving the Main Approaches to Implementation of the Performance
Program Budgeting Method of Formulation and Execution of Local Budgets," all oblast-subordinated
Ukrainian cities should take part in the State experiment of PPB implementation. MFSI-II experts have
delivered training and provided PPB consultations for these cities. All oblast-subordinated cities have
been preparing their budgets in the PPB format on an experimental basis since 2011.

The participants of the Municipal Budget Reform Project only included six raion-subordinated cities,
which are not participating in the experiment at this time. These are Trostyanets', Borshchiv, Buchach,
Kivertsi, Kaharlyk, and Skvyra. To examine the status of PPB implementation and their willingness to
collaborate, IBSER have prepared and sent out questionnaires to these cities, which will then be used to
analyze of whether or not the specialists in these cities are in need of any further training and PPB
consultations.

Deliverable: Special trainings for the municipalities that participated in the Municipal Budget Reform
Project (if needed)
Timeline: April — June 2014

Sub-task 1.1.6: Train at least 8,000 budget officers from local finance departments, key spending units,
as well as territorial departments of the Treasury

In order to efficiently implement PPB at the local level, it is necessary to improve the qualifications of
the personnel of local finance departments, the specialists of the spending units and recipients of budget
funds, as well as of the representatives of regional and local offices of the State Treasury. Thus, since the
project launch, the MFSI-II experts have conducted a series of similar PPB trainings. Such trainings were
delivered in all oblast centers for specialists of each region. Overall, 4,805 local-level specialists passed
through this training since the start of the Project, including 4,278 women and 527 men (without the
training under Sub-objective A.1).

At the regional level, during the third year of MFSI-II project implementation, IBSER will deliver a
series of cluster trainings, which will cover more than 2,000 local offices of the State Treasury and local
finance departments.

Deliverable: Report on the number of trainings held and the number of participants attending the
trainings with a breakdown by sex
Timeline: October — December 2013 and July — September 2014
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In the rep Ortmg perlod, N responsc to a commission Regional training on implementation of the Performance

from the Ministry of F inance, the MFSI-II Project experts Program Budgeting method of planning and execution of local
budgets, the city of Kyiv 15 October 2013

launched a series of regional PPB trainings for specialists
of the State Treasury Service of Ukraine. This effort is a
logical continuation of Phase II of the experiment of PPB
implementation for local budgets.

The first trainings were delivered in Crimea, the cities
of Kyiv and Sevastopol, and the Kyiv, Chernihiv, Ternopil,
Kharkiv, Zhytomyr, Lviv, Donetsk, Cherkasy, Odesa, and
Zaporizhzhya oblasts. Participants included structural unit
specialists of the State Treasury Service Principal and
rayon offices and PPB implementation coordinators from
each of the regions.

A total of 969 local specialists were trained within the reporting quarter.

Accomplished (see “Quarterly Report 01 October — 31 December, 2013”)

Experts of the MFSI-II P roject continued delivering a Regional training on implementation of the Performance
series of regional PPB trainings for specialists of the State Program Budgeting method of planning and execution of local
Treasury Service of Ukraine. budgets, the city of Mykolaiv 13 February 2014

In the reporting quarter, the trainings were delivered in
the Khmelnytskyi, Kherson, Mykolaiv, Dnipropetrovsk,
Ivano-Frankivsk, Sumy, Chernivtsi, and Poltava oblasts.
Engaged in the training were the specialists of the
structural units of the Principal and raion directorates of
the State Treasury Service and PPB implementation
coordinators from each of the regions.

All in all, 627 local specialists passed through training
in the reporting quarter, with 1,596 specialists trained since
the beginning of Year III of the MFSI-II Project. During
the trainings, USG assistance in PPB was provided for 186
sub-national government entities.

By the end of the first six months of 2014, such trainings will have been delivered in all oblast centers
for specialists from each region of Ukraine. Thanks to this effort, it is for the first time in Ukraine that
Treasury servicing of all local budgets in the PPB format will be introduced, and the generation ensured
of reports based on the new approaches in line with the European practices.

See folder “Deliverables”

Sub-task 1.1.8: Provide advisory support to those local governments that have not been involved in the

PPB pilot project

e During the first and second years, IBSER developed the existing local network of consultants who
will help introduce PPB budgeting and will facilitate coordination between participants in the process.
To implement the tasks of the second year of the project the consultants will collect, summarize, and
submit for consideration by the Ministry of Finance the most important issues and promote the
dissemination of recommendations for their resolution in the regions. To facilitate experience sharing
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among all the participants in the experiment and analyzing the progress of implementation of PPB
budgeting, information from all the regions will be collected and processed on an ongoing basis. Best
practices in PPB implementation will be highlighted on the MFSI-II website and in print publications.
e IBSER will continue supporting the website section “Topical PPB Issues: Expert Answers column,”
where visitors will be able to receive answers to their questions through interactive communication.

Deliverable: Annual experiment progress reports
Timeline: March 2014

According to a letter of the Ministry of Finance (dated 4 April 2013, No. 31-05030-12-8/10691 "On
Implementation in 2013 of Phase II of the Experiment of PPB Implementation at the Local Level"),
information was collected on the status and results of PPB implementation at the local level as of 1
January 2014. Based on these data, MFSI-II experts grouped and summarized the results of experiment
implementation in 2013. Thus, the experiment participants approved nearly 43,500 budget programs,
including 5,100 programs with indicators of economy of budget funds. According to their performance,
savings of over UAH 790mn were generated.

The summarized information about the monitoring of the status and results of PPB implementation at
the local level was submitted by IBSER for consideration of the Ministry of Finance.

See folder “Deliverables”

Result/Deliverable: Running a column called “Topical Questions on PPB: Answered by Experts® on
IBSER web-page
Timeline: monthly

A new set of questions (15 for the reported period) with experts’ answers related to PPB has been
placed on the site. In total, 166 answers to PPB-related questions have been prepared and posted on the
website since the launch of the MFSI-II Project. The issues are regularly updated and relate to special
circumstances of applying the Performance Program Budgeting methodology at the level of local budgets:
providing clarifications with regard to the rules and procedures of filling out budget requests, compiling
passports of budget programs, using the codifier of budget programs, and conducting a comparative
analysis of the performance efficiency of budget programs.

See folder “Deliverables”

Task 1.2: Review the legislation and analyze the execution of the State and local budgets of
Ukraine. Provide support to operations of Interdepartmental Working Group

Sub-task 1.2.1: Advisory support to the interagency working group in finalizing the methodology, and
the laws and regulations needed

e IBSER will provide organizational support to the Ministry of Finance's Intergovernmental Working
Group by organizing meetings and developing the relevant recommendations regarding PPB
methodology implementation.

In 2011-2013, experts of the MFSI-II Project took part in nine meeting of the Interdepartmental
Working Group. The meeting participants were considering the issues of amending the PPB methodology,
including the following:

- improving the Standard lists of budget programs and of amending the relevant regulations;
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- improving the Codifier of budgets programs, and building a transitional table from the Provisional
Classification of Expenditures and Crediting of Local Budgets to the program classification of local
budgets;

- matter of approval of budget programs by the participants of the PPB budgeting experiment;

- discussed the proposals of MFSI-II experts with regard to the topical issues of improving the
treasury servicing of PPB-based budgets;

- set out the ways of speeding up the work of improving the software, which would allow automating
the PPB-based planning of local budgets;

- focused on the topical issues of improving the treasury servicing of PPB-based budgets;

- reviewed the outcome of piloting the methodology of comparative analysis of budget program
performance and ways of its improvement;

- discussed the progress of the experiment on introduction of components of the Performance
Program Budgeting method.

Result: Meetings of the working group will be held on a regular basis
Deliverable: Developed recommendations
Timeline: November 2013, February 2014, May 2014, September 2014

On 4 October 2013, a regular meeting of the Interbudgetary Relations Task Force took place at the
Ministry of Finance. The meeting was attended by specialists of the Ministry of Finance, State Treasury
Service, line ministries, MFSI-II experts, and scholars.

The participants discussed the progress in implementing the 2013 National Action Plan, which
includes the 2010-2014 Program of Economic Reforms.

The Task Force members supported the proposals by MFSI-II experts for improving the standard lists
of budget programs, which were previously reviewed and approved at a meeting of the National Advisory
Board. Special attention was given to the relevance of performance indicators of the budget programs
primarily devoted to improving the environmental situation in the regions and improving the population’s
health.

A decision was made for the line ministries to amend the Standard Lists of budget programs in the
Education and Culture sectors with due consideration for the proposals developed by MFSI-II experts.
The group also decided to finalize and approve the performance indicators of the budget programs
relevant for the state of environment and population health.

The proposed modifications would allow to:

- evaluate the effectiveness of use of budget funds and the quality of services provided in the
department of Education and Culture;

- assess the impact of budget expenditures on improvement of environment and health of the
